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Education Finance Incentive Grants 
Under ESEA Title I 



Summary 

Throughout the United States, there exists substantial variation — both across 
and within states — inper-pupil expenditures on elementary and secondary education. 
Perceived inadequacies in the amount of funding provided for education, and concerns 
about the equity of its distribution, have led to education finance systems being 
challenged in the courts in many states, mostly on state constitutional grounds. While 
much of the responsibility for resolving education finance policy issues has been 
relegated to the states, the Congress has identified a federal role in influencing the 
amount and the distribution of education expenditures across school districts. 

Education finance incentive grants are allocated according to one of the four 
allocation formulas authorized under ESEA Title I, Part A for providing federal 
education funding to the states for the education of disadvantaged pupils. The 
education finance incentive grant formula is unique in that it accounts for various 
characteristics of a state’s elementary and secondary education finance system in 
determining a state’s grant allocation. In addition to the number of disadvantaged 
children, funds are awarded under the formula according to variables that account for 
the average level of per-pupil expenditures in the state and the degree to which the 
state’s education finance system min im izes disparities in the distribution of 
expenditures across local educational agencies. 

For FY2002, $793,499,000 has been appropriated for the allocation of education 
finance incentive grants under Title I-A. This report estimates the amount of funds 
that will be awarded to each state according to the formula, and also describes how 
the grants reward states that have education finance systems with characteristics 
favored by the formula. This is accomplished by comparing estimated education 
finance incentive grant awards to states with what states otherwise might have 
received had the funding appropriated for allocation according to the education 
finance incentive grant formula been awarded proportionally under the other three 
Title I-A formula grants. Our estimates show a distinct, but modest reward, or 
incentive, to states having education finance systems with characteristics favored by 
the education finance incentive grant formula. 
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Education Finance Incentive Grants 
Under ESEA Title I 



Throughout the United States, there exists substantial variation — both across 
and within states — in per-pupil expenditures on elementary and secondary education. 
Much of this variation has to do with the disparate systems employed by the states for 
organizing and funding local educational agencies (LEAs) or school districts. The 
number and type of districts vary from one state to another, with some states having 
only one district and others over a thousand; some states have only unified districts 
(elementary and secondary combined), while others have a mix of unified, elementary- 
only, secondary-only, and other special purpose districts. States also differ in how 
they derive and allocate funding for elementary and secondary education. Some states 
rely heavily on locally derived funding for education, primarily generated from 
property taxes. Others provide a substantial amount of state funding, usually derived 
from income or sales taxes. Typically, locally derived funding is retained within the 
district from which it is generated, with the amount of funding per pupil tending to 
vary from one district to another according to locally approved tax rates and property 
values. State funding tends to be allocated either evenly across districts on a per-pupil 
basis, or used to provide proportionately more funding to poorer districts. Funding 
disparities in many states’ school finance systems have resulted in the legality of such 
systems being challenged on state constitutional grounds, though not always with 
success . 1 

While much of the responsibility for resolving education finance policy issues has 
been relegated to the states, the Congress has identified a federal role in influencing 
the amount and distribution of education expenditures across school districts. ESEA 
Title I — Improving the Academic Achievement of the Disadvantaged, authorizes the 
appropriation of federal funds to be distributed to states and LEAs for purposes to 
include ensuring “that all children have a fair, equal, and significant opportunity to 
obtain a high-quality education and reach, at a minimum, proficiency on challenging 
State academic achievement standards and state academic assessments”; and 
“distributing and targeting resources sufficiently to make a difference to local 
educational agencies and schools where needs are greatest .” 2 To accomplish these 
purposes, the Congress has authorized four formula-based grants under ESEA Title 
I, Part A: basic grants, concentration grants, targeted grants, and education finance 
incentive grants. 



'For an overview of issues concerning disparities in public elementary and secondary 
education expenditures, see CRS Report 96-5 1 , Public School Expenditure Disparities: Size, 
Sources, and Debates Over Their Significance , by Wayne Riddle and Liane White. Also, 
descriptions of state education finance systems can be accessed via the Internet on the 
National Center for Education Statistics website at: 
[http://nces.ed.gov/edfin/state_finance/statefinancing.asp]. 

2 P.L. 107-110, The No Child Left Behind Act of 2001, ESEA, Section 1001. 
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Education Finance Incentive Grants, ESEA Title I 

The 103 rd Congress authorized the allocation of education finance incentive 
grants under P.L. 103-382, the Improving America’s Schools Act (IASA) of 1994, 
which amended and extended the ESEA; however, the Congress had never 
appropriated funding for the allocation of grants. 3 The 107 th Congress amended and 
extended the authorization to allocate education finance incentive grants under P.L. 
107-110, the No Child Left Behind Act of 2001, and appropriated $793,499,000 for 
the allocation of grants during the 2002-2003 school year. 4 

Education finance incentive grants are to be allocated to states according to a 
formula that rewards states with higher per-pupil expenditures and less disparity in the 
distribution of expenditures across districts. It penalizes states that have lower per- 
pupil expenditures and greater disparity in the distribution of education expenditures. 
The formula for awarding grants to states accounts for state per-pupil expenditures 
as a portion of state per-capita income (adjusted relative to national averages) and the 
equity of expenditures across LEAs within a state; as well as state average per-pupil 
expenditures and the number of disadvantaged children residing within the state (as 
is done in the basic, concentration, and targeted grant formulas). Subgrants are 
awarded to LEAs within the states according to a formula with weights applied to 
either the number or the proportion of disadvantaged children enrolled in a district. 
Weights are greater in states with greater disparities in their school finance systems. 

Education Finance Incentive Grant Formula: 

State Grants 

The education finance incentive grant formula is distinguished from the other 
Title I-A formulas in that a state’s grant allocation is determined not only by the 
number of eligible children in the state and a state expenditure factor, but also by 
characteristics of its elementary and secondary education finance system. The state 
grant formula contains four variables: a population factor, an expenditure factor, an 
effort factor, and an equity factor. Funds are allocated to states proportionally 
according to the product of the population factor, the expenditure factor, the effort 
factor, and 1 .30 minus the equity factor, after accounting for minimum state grant 
amount. 5 Each variable is described below. 



3 For a discussion and analysis of the education finance incentive grant program as authorized 
under P.L. 103-382, see CRS Report 94-968, Education for the Disadvantaged: Analysis of 
1994 ESEA Title I Amendments Under P.L. 103-382 , by Wayne C. Riddle; and CRS Report 
96-51, Public School Expenditure Disparities: Size, Sources, and Debates Over Their 
Significance, by Wayne Riddle and Liane White. 

4 P.L. 107-116, the Departments of Labor, Health and Human Services, and Education, and 
Related Agencies Appropriations Act, 2002, provides for $793,499,000 in advance FY2003 
funding for the Education Finance Incentive Grant program. 

5 The minimum grant amount for states is the lesser of 0.35% of the total amount appropriated 
for the program, or the average of 0.35% of the total amount appropriated and 150% of the 
national average grant per eligible child, multiplied by the state’s number of eligible children, 
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